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THE FIELD OF ECONOMIC DYNAMICS 

IT is the purpose of this paper briefly to indicate a certain 
enlargement which economic theory is undergoing and a 
new and intimate relation to statistical knowledge which 
it is assuming in the newer portion of its domain. It is 
obvious that general political economy is becoming practical. 
It is emphasizing statistics and industrial history, gathering 
from the field of business data which, in themselves, command 
a measure of respect on the part of employers of labor, influen- 
tial workingmen and even politicians. The conclusions which 
may be based on such data constitute a new mass of theoretical 
knowledge ; and there is doubt as to whether this theoretical 
knowledge is winning its full share of the respect which is felt 
for tabulated statements of bald fact. While the work of the 
economic theorist has at certain epochs kept pace in recog- 
nition and influence with that of the statistician and the his- 
torian, there has arisen a suspicion that the recent gains in 
applied economics are made at the cost of pure theory as such. 
They are supposed to represent a reaction against its former 
spirit and method and in favor of a type of research which 
calls men out of the study into the arena of active business. 

It will hardly be admitted, by those who rejoice in an intelli- 
gent way over the reaction which has taken place, that it im- 
plies such an exaltation of bald facts as to carry with it a con- 
tempt for principles or a definite abandonment of the search for 
them. What is claimed in this paper is that the new facts 
which are appearing will inevitably prompt not only scientists 
but practical men who think at all to try to discover the prin- 
ciples underlying them. The facts will not go without inter- 
pretation. What Aristotle said of the general phenomena of 
the universe applies in a concrete way to industrial develop- 
ments : " We must philosophize." It is not in the nature of 
the mind to see what is occurring without trying to discover 
the forces that cause it and the laws which govern their action. 
The search for such laws holds the investigator in the world of 
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realities, and the modern extension of theory will meet the de- 
mand for knowledge which is before all else practical. 

While much of the investigation of early economists could be 
carried on without elaborate historical data and even without 
very elaborate statistics, the special character of the new theor- 
etical problems requires us to go below the recent and startling 
movements in business life and see, if we can, what forces con- 
trol them ; and of course we cannot do this successfully if we 
get at all out of touch with the facts themselves. Ultra-theor- 
etical, nevertheless, will be the pure economic science which is 
thus to be attained and formulated. It will be as far as possi- 
ble from catering to a really philistine demand for bare facts 
and figures and from showing any timidity as to the use of the 
reasoning powers. It will not fear to analyze and generalize. 
It will do so boldly and confidently, but not without an intimate 
acquaintance with markets, the organization of labor and the 
consolidation of capital, and not without a study of the new 
economic influence of the law-making power and of party ma- 
chinery. Philosophical thought and practical life will thus 
come into the closest connection. The man of affairs will be 
worth most when he has in mind correct theoretical principles, 
and the theorist, on his part, will get most from the world and 
give most to it when he pursues more rigorously than he ever 
pursued before his analytical and deductive work. 

Intricate and difficult are the specific problems that now have 
to be solved. Changes are in progress the effects of which go 
through the very structure of society itself. Population is increas- 
ing, capital is accumulating, migrations are going on, revolu- 
tionary inventions are in progress, the languid Orient is suffering 
invasions by the irrepressible Occident and is itself about to 
undergo a radical transformation and to react in a powerful way 
on the destinies of the West itself. These movements do not 
go on so completely of themselves as to permit no promoting 
or interfering by the state. Nations seek to control and guide 
them in a conscious and purposeful way. Diplomacy and war 
and experimental law-making, not to mention more experi- 
mental platform-making, range themselves among the forces 
with which the economist has to reckon ; and if in the midst of 
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the overturnings which result there can be detected the orderly 
working of economic law, nothing can be more important or 
practical than discovering it. 

The larger part of the work heretofore done in the realm of 
economic theory has consisted in a search for standards of 
value, wages, interest and rent, and in attaining truths so 
general that they are not dependent on the amount of pro- 
gress which a society has made. Such, for example, is the 
principle that the natural price of an article of commerce is 
based on the cost of making it, and that towards this standard 
the price of an article, in any stage in the development of a 
civilized society, is always tending. Such, also, is the princi- 
ple that there is a natural rate of pay for labor of a given 
quality to which the wages of actual workmen of this grade 
steadily tend to conform ; and that there is a normal standard 
of rent for each piece of land to which the amount that the 
owner actually gets is more or less closely approximate. The 
establishing of scientific standards such as these does not 
necessarily call one far into the field of history, although 
statistical tables are eminently useful in assisting in the process 
and in verifying its results. The theoretical work of earlier 
economics was chiefly static ; and it is only in the realm of 
dynamics that the historical data become highly essential. 

The economists have been quick to admit that this tendency 
of values to conform to their theoretical standards is obstructed 
by adverse influences, and that the price of a commodity, the 
pay of a workman and the rent of a piece of land are seldom, 
as they would have said, exactly natural, or as we might say, 
static. They have admitted the discrepancy between economic 
standards and concrete reality, but have ascribed this to fric- 
tion and obstruction rather than to anything more general and 
fundamental. It has not been clearly perceived that it is 
organic change in society itself which causes the abiding differ- 
ences between the traditional standards of value, wages, interest 
and rent, and the actual rates. The newer theory will devote 
itself to the study of such organic change ; and this will connect 
it closely with practical life and will make theory on the one 
side and statistics and history on the other mutually indispens- 
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able. It will not confound theory with fact, but it will make 
theory dependent on fact and vice versa. The assumptions 
with which it starts will be supposed realities which it is in 
order to test by practical inquiry, and the conclusions will be 
subjected to the same testing process. On the other hand, 
the principles tentatively attained by the use of the assumed 
premises will become an indispensable guide in the search for 
facts. They will lead to the discerning of facts which mean 
something and are capable of orderly arrangement and inter- 
pretation. Otherwise there is danger of collecting a mass of 
information so vast and chaotic that it will be useful to the 
baffled student chiefly as a means of moral discipline. 

Without fully realizing it, the economists of an early day 
were, as has been indicated, trying to establish static standards. 
Their " natural " price of a commodity, for example, was one 
that might be realized in practice if society were in a certain 
changeless state. Stop the disturbance and movement which 
progress causes and wait long enough to let friction be over- 
come, and the cost of an article, as scientifically defined, will 
be the real price for which it will sell. If the outlay involved 
in making a yard of cotton cloth of a certain weight and fine- 
ness were forever fixed, it might be that the price it would sell 
for would come to vary from the cost very little ; but it is quite 
otherwise when the cost itself is perpetually varying. When 
such goods were made entirely by hand their makers' outlay 
afforded for some time a more or less stable basis of price, but 
with the invention of the spinning jenny the cost fell. The 
actual price began to tend toward the reduced level, but before 
it could reach its new plane further inventions were made and 
the standard of price again fell. So long as such things occur, 
the price of an article can never stand at the cost rate, but must 
forever pursue that rate, as industrial changes carry the cost 
lower and lower. 

This is merely one illustration of what is occurring at innu- 
merable points and affecting many economic standards. There 
are natural rates not only of prices for all articles but of wages 
of labor and of interest on capital. There is even a standard 
form of industrial society itself, and this is continually chang- 
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ing. For the present the standards of value, wages and inter- 
est will serve as adequate illustrations of a general principle ; 
for all these standards are undergoing perpetual change and 
drawing actual prices, wages and rates of interest after them in 
their movement, though friction keeps the attracting standards 
and the pursuing practical rates a certain distance apart. 

The economic science of the future will have to deal compre- 
hensively with industrial changes, their causes and their results ; 
and among the results will be alterations of the economic stand- 
ards of which we have spoken and of many others. The pro- 
ductive power of labor, which constitutes the basis of its pay, 
should for the good of humanity grow larger from decade to 
decade, and the pay should rise, following at a certain distance 
the rising standard. On the other hand, if the gross amount 
of the social fund of capital increases as much as the welfare of 
all classes requires that it should do, it may be expected that 
the productive power of a unit of it will grow smaller, and that 
the actual interest will fall with this falling standard. The 
theory of economic dynamics will endeavor to refer these and 
many other changes to their cause and to trace their effects, 
thus affording a comprehensive knowledge of the laws of 
economic movement. 

We may briefly glance at three of the general changes which 
are in progress, in order to see how the phenomena of change 
as actually recorded in statistical tables need to be appealed to. 
Population is increasing, capital is accumulating, and new 
methods of production are coming into use. The most impor- 
tant single result of any one of these dynamic influences is a 
change in the productive power of labor, which sets the stand- 
ard of its pay. By way of illustration we may notice each of 
these changes with reference to this single effect. 

On the basis afforded by common observation, the effect of 
each of these changes on the rate of pay for labor is now known. 
An increase of population, in itself and apart from any accom- 
panying change, tends to reduce the productive power of a unit 
of labor and thus to lower the standard of its pay. The more 
men there are working in a field of a given extent and richness, 
the less each one of them can create and the less he can expect 
to get. 
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On the other hand, an increase in the amount of capital tends 
to raise the standard of wages. The more we enrich the field 
in which a force of men are at work, leaving the size of the 
force unchanged, the more each one of the men will create, and 
the more, in the absence of excessive friction, he will actu- 
ally get. 

An improvement in the methods used in producing commo- 
dities works, as far as wages go, in the same direction as an 
increase in capital, in that it enlarges the amount which a single 
worker can create and secure. If population grows moder- 
ately while capital accumulates and methods improve rapidly, 
the standard of wages moves upward at an encouraging rate, 
and the actual pay of workingmen pursues this rising standard, 
though lagging somewhat behind it. A check on the growth 
of population and a stimulus to the accumulation of capital and 
to industrial discovery and invention would together produce a 
result that is ideally desirable. By reason of the enlarged total 
amount of his fund, the capitalist would get an enlarged total 
income, though the rate of interest would have somewhat fallen. 
The entrepreneur, by means of the improved methods of pro- 
duction put at his disposal, would have increased profits, and 
the laborer, by a compounding of the various influences at 
work, would get a large increase of pay. Squarely in the way 
of the realization of this effect was the Malthusian law as origin- 
ally understood ; for it appeared to show that, whenever wages 
rise, a quick increase of population takes place and brings down 
the pay of labor to its former level. Rising wages would thus 
start an influence that would shortly induce falling wages, and 
any gain which labor might make would be transient. This is 
the essence of that dismalness which has been attributed to eco- 
nomic science. 

On the other hand it is possible to state theoretical condi- 
tions in which the gains of laborers tend to perpetuate them- 
selves. In these assumed circumstances the enlarged income 
of the laborers would not stimulate but would retard the growth 
of population. Instead of causing something to ensue which 
soon neutralizes a transient improvement in the workers' con- 
dition, a rise in the earnings of labor may thus have an effect 
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which induces a further rise. The workers' gains would be 
self- perpetuating. 

The studies of Malthus constitute the most valuable work in 
economic dynamics that was done by the early economists. 
Though they were prosecuted with no reference to incorporat- 
ing their results into a systematic science of economic change, 
they furnished an important fragment of such a science and 
illustrate both its value and its practical character. In trreir 
developed form Malthusian doctrines do not afford for the 
laboring class an outlook that is quite hopeless, for they do not 
lead one to predict a necessarily disastrous world-crowding. 
They open a possibility of checks on the growth of population 
which may operate more vigorously as laborers attain a higher 
mental and moral level. Yet they leave small reason for con- 
cluding that, in a merely economic way, a check on the growth 
of population can give a permanent benefit to workers, since 
they do not afford any ground for believing that such a check 
on the growth of numbers tends itself to cause a further check. 
With no allowance for psychic gains, it may be expected that 
workers, by a quick increase of numbers, will lose the incre- 
ments of wages which any cause may bring to them. Whether 
they will do this or not is a question of fact, and the decision 
will involve a further and profound study of population. 

What we need to know is whether the assumed theoretical 
case, in which a rise in wages induces a further rise by means 
of the check which it imposes on the growth of population, is 
or is not an actual case. This will tell whether any real increase 
in workmen's pay tends by its own influence to check itself or 
to perpetuate itself. It is already beginning to be evident that 
the latter effect is a probable one, and there is pressing need of 
statistics that will fully test this probability. An increase of 
general prosperity means the promotion of men from an ill paid 
class to a better paid one and a numerical shrinking of the 
worst paid class. This reduces the proportion of the population 
belonging to the class which shows a high birth rate and in- 
creases the proportion belonging to those which have a low one. 
The accumulation of property by workmen is an influence that 
retards the growth of numbers, and it is, of course, the higher 
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classes of laborers that are the best able to make such accumu- 
lations. Education reduces the rate, and the higher classes 
have the more education. Finally, any prosperity which is 
long continued has a tendency to establish a progressive stand- 
ard of living. Men may even become habituated, not merely 
to living on a certain absolute level, but to living, as the years 
advance, on a higher and higher level. This is the supreme 
possible result of an era of prosperity ; and if it ever becomes 
an assured and general result — if men come to require for their 
personal satisfaction that they shall live in each decade better 
than they did in the preceding one and shall act accordingly — 
all danger that laboring men will sacrifice their gains and turn 
the course of progress backward will be forever removed. 
Gains for labor will be precursors of no offsetting losses but 
rather of further gains, and men will hold their improved sta- 
tions with an ever increasing firmness of tenure. The culmin- 
ating result of progress will be its self-perpetuating tendency : 
workmen also will benefit by the law that " to him that hath 
shall be given." It is the function of the statistician to measure 
quantitatively the influences which make for this ideal consum- 
mation and to measure the grand resultant effect of them all. 
Only a study which is profound on the theoretical side and 
elaborate on the statistical side can settle the issue as to 
whether the favorable conditions are real and how powerfully 
they act. 

Not less important than the laws of population are the laws 
governing the accumulation of capital; but in this field little 
scientific work has been done, and a highly questionable con- 
clusion has been lightly accepted. An increase in the amount 
of productive wealth raises wages as a decrease in the number 
of workers would do. It is the second of two coordinate 
causes of an enlarged return for the laboring class, and it has 
been too readily assumed that an increase in the productive 
fund of society tends to retard a further increase. The con- 
clusion is thus easily reached that any gain which labor may 
make through an enlargement of the social capital will grow 
smaller, because this enlargement itself will go on more and 
more slowly. An influx of capital tends to retard rather than 
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to stimulate a further influx. As capital becomes greater the 
rate of interest falls, and it has been assumed that this fall re- 
duces the total incentive to accumulation. Abstinence is fore- 
going something in the present for the sake of something in 
the future, and if this prospective reward grows smaller it is 
taken as a matter of course that the motive for securing further 
capital will also be smaller. 

Now there is a theoretical condition in which the effect of an 
increase of capital will be the opposite of this and will stimu- 
late a further increase. It has been conceded that a desire to 
endow a family with an income of a certain fixed amount may 
have such an influence. If, in order to maintain an accus- 
tomed standard of living, it is necessary that one's children 
should inherit an annual income of a thousand dollars a year, 
twenty-five thousand dollars will be needed when the rate of 
interest stands at four per cent, whereas under a rate of five 
per cent twenty thousand would have sufficed. This qualifica- 
tion may have far more importance than has been attached to 
it ; for the reason, first, that a desire to place descendants on a 
certain plane of life may become a dominant motive of the 
capitalist class ; and secondly, because this class may come to 
include a larger and larger proportion of the men who labor. 
Assume that workmen become habituated to a rising standard 
of living, that they wish to see their children live better than 
they do themselves and that they rely on costly training and 
on transmitted capital to make this possible, and they will have 
a motive for saving a greater amount of capital, as the percent- 
age representing its annual earnings lessens. If, further, the 
men who reap the net rewards of business — the entrepreneurs' 
profits — look on such returns more and more as a means of 
endowing descendants, they also will have a greater motive for 
saving as the income from a given amount becomes smaller. 
The two chief sources of increase of capital, namely wages of 
labor and the net profits of business, may, as interest falls, en- 
large the total of wealth more rather than less rapidly. Here 
again is an issue of fact which can be decided only by a broad 
generalization following a difficult study in statistics. The gen- 
eralization that can so be made will furnish a law of accumu- 
lation, an important part of the theory of economic dynamics. 
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It is a question whether the march of invention will be 
accelerated or retarded by the growth of wealth which results 
from it, and whether this third basis of prosperity is self- 
accelerating or self-retarding. This problem is even more 
complex than the former one. The influences that will decide 
the issue are many and varied and have been little studied. 
If a great accumulation of wealth involves a growth of monopo- 
lies and a gradual extinction of competition, it will work un- 
favorably on the improvement of economic methods. In the 
hands of secure monopolies industry would probably stagnate. 
Does the mechanical progress of the present day in itself tend 
in this direction? This is an important question, but it is only 
one part of the larger question, whether the principle of 
monopoly is becoming supreme and whether competition is on 
the road to extinction. The answering of these questions will 
require that we attain a law of progress in both the technique 
of industry and in the forms of its organization. Theoretical 
and practical alike must the study be which will yield it. A 
tentative conclusion must be verified by an elaborate study in 
the domain of fact. 

I have cited only three of the problems which progress pre- 
sents and have therefore only skirted the edge of the field of 
economic dynamics, within which, I believe, the chief work of 
the future will lie. The problems which have been cited afford 
illustrations of the general truth that economic study will, in its 
new domain, afford no ground for the charge that it breaks 
away from the domain of fact. Far, indeed, will it be from 
being a transcendental philosophy, a product of mere ratio- 
cination or a system evolved from the inner consciousness of a 
recluse. Facts will lie at the bottom of it, and much needed 
guidance in dealing with modern problems will be the immedi- 
ate fruit of it. The new economic science, as statesmen come 
to apprehend it, will have some effect on law-making, and as 
the people ultimately come to apprehend it, will have more. 
Some conception of the laws of progress will of necessity take 
form in the popular mind. Inevitably will each thinking man 
try to perceive what forces are impelling us, whither we are 
moving, and whether we can control the movement. The invi- 
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tation which the age extends to its economic students is to 
exercise such control and to show in what direction the move- 
ment should be turned. The age needs principles for its prac- 
tical guidance. To fail to furnish them would bring economists 
into merited discredit ; to succeed in this task will require a 
great extension of economic theory. Both the value of the 
science and the recognition it will receive will be in proportion 
to this theoretical growth. It will be found, as the study of 
modern changes goes on, that men have their fate more in 
their own hands than has been supposed. A government can 
create conditions in which technical advances will be made, 
new capital accumulated and rising wages ensured. It can do 
much to save from suppression the vital force of competition, 
and in this and in other ways it can avert disaster and ensure 
a normal development. It can do this by respecting the 
principles of economic dynamics as they shall come to be 
known through the work of many theoretical students, whose 
conclusions shall be tested by the work of many more statis- 
ticians. The economists of the future have their work cut out 
for them and the plan of it determined. The results will be 
as valuable as the work is extensive and difficult. 

John Bates Clark. 



